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We affirm that:

We are certified public accountants licensed to practice in Michigan.

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letter (report of comments and recommendations).

Check each applicable box below. (See instructions for further detail.)

All required component units/funds/agencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
(P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The local unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit.
The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unauthorized expenditur es that came to our attention as defined in the Bulletin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover.

The local unit is free of repeated comments from previous years.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally

The board or council approves all invoices prior to payment as required by charter or statute.
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accepted accounting principles (GAAP).
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To our knowledge, bank reconciliations that were reviewed were performed timely.

If a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description(s) of the authority and/or commission.
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Independent Auditor's Report

We have audited the accompanying basic financid statements of the Hart Area Public
Library as of and for the year ended March 31, 2007 as listed in the accompanying table
of contents. These financial statements are the responsibility of the Hart Area Public
Library Board. Our responsibility is to express an opinion on these financia statements
based on our audit.

We conducted our audit in accordance with auditing standards generaly accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financia statements are free of materia
misstatements.  An audit includes examining, on a test basis, evidence supporting the
accounting principles used and significant estimates made by management, as well as
evaluating the overal financia statement presentation. We believe that our audit provides
a reasonable basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all
material respects, the financia position of the Hart Area Public Library as of March 31,
2007, and the changes in financial position for the year then ended, in conformity with
accounting principles generaly accepted in the United States of America

Our audit is conducted for the purpose of forming an opinion on the basic financia
statements taken as awhole. The required supplementa information listed in the table of
contents as supplementd information is presented for purposes of additiona analysis and
is not a required part of the basic financia statements of Hart Area Public Library. This
information has been subjected to procedures applied in the audit of the basic financia
statements and, in our opinion, is fairly presented in dl materia respects in relation to the
basic financid statements taken as a whole.

The management discussion and analysis included in the table of contents is presented
for the purpose of additional analysis and is not a required part of the basic financia
statements of Hart Area Public Library. We did not examine this data and, accordingly,
do not express an opinion thereon.

Mondon o Jis

Hendon & Sate, P.C.
Certified Public Accountants
August 24, 2007
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HART AREA PUBLIC LIBRARY
Management's Discussion and Anaysis (MD&A)
March 31, 2007

Using this Annua Report

This annua report consists of three parts- management's discussion and anaysis (this Section,
and the basic financial statements, and required supplementary information. The Basic Financia
Statements include information that presents two different views of the Library:

D  Notes A through H of the financial statements include information on the
Library's Genera Fund under the modified accrual method. These Notes focus
on current financia resources and provide a more detailed view about the
accountability of the Library's sources and uses of funds.

D Notes | through L of the financia statements include information required for
reporting under the full-accrua method.

D Note L of the financial statements represents adjustments necessary to
convert the fund financial statements to government-wide financia statements
under the full-accrua method.

D Note L provides both long-term and short-term information about the Library's
overd| financial status. The statement of net assets and statement of activities
provide information about the activities of the Library as a whole and present a
longer-term view of the Library's finances. These statements tell how these
services were financed in the short-term as well as what remains for future

spending.

The financia statements aso include notes that explain some of the information in the financia
statements and provide more detailed data. The statements are followed by a section of required
supplementary information that further explains and supports the information in the financia
Satements.



Management's Discussion & Anaysis (Continued)
Condensed Financia Information

The table below provides key financiad information in a condensed format for the current year and
the prior year:

2007 2006
Current Assets $ 573,734 $ 521,611
Capital Assets 1,464,021 1,510,115
Total Assets 2,037,755 2,031,726
Long-Term Debt 815,000 850,000
Other Liabilities 5,706 6,838
Totd Lidbilities $ 820,706 $ 856,838
Net Assts:
Invested in Capital Assets, Net of Debt $ 649,021 $ 660,115
Restricted 497,029 62,647
Unrestricted 70,999 452,126
Total Net Assets $ 1,217,049 $ 1,174,888
Revenue:
Property Taxes $ 226,107 $ 211,537
State Sources 11,389 9,810
Pena Fines 70,142 57,795
Other 57,934 63,396
Tota Revenue 365,572 342,538
Expenses- Library Services 323,411 328,012
Change in Net Assets $ 42161 $ 14,526

The Library as a Whole
Our analysis of the Library's mgjor fund is included in Pages 6 and 7 in the first column of the

respective statements. The fund column provides detailed information about the most significant
fund - not the Library asawhole. The Library Board has the ability to create separate funds to help
manage money for specific purposes, and to maintain accountability for certain activities, such as
specia property tax millages. The Library's mgor fund consists solely of the Genera Fund.

The fund balance of the General Fund increased during the year by $59,055 (or 12.8%) partialy
due to the increase in the millage, penal fines, and interest income and lower than budgeted
salaries and capital outlay expenditures.



Management's Discussion & Anaysis (Continued)

Library Budgetary Highlights
Over the course of the year, the Library Board amended the budget to take into account events

that occurred during the year. The most significant amendments occurred in tax revenues
and acquisition and repair and maintenance expenditures.

The increase in repair and maintenance expenditures was due to storm damage to the building
which was covered by property insurance.

Capital Assets and Debt Administration
At the end of the fiscal year, the Library had over $1.9 million invested in building, furniture and

equipment, computers, and books and materials. The Library added over $42,000 in new
collections items consisting of new books and periodicals, various audio/visua materials, and
the music collections, as well as over $12,000 in furniture and equipment.

No debt was issued during the fiscal year. The Library's indebtedness totaled $ 815,000 at
March 31, 2007.

Economic Factors and Next Year's Budgets and Millage Rates

The originad Millage authorized for the library operations was 2 mills per thousand dollars of taxable

vaue. After adjustment for the Headlee rollback, the actua 2006 millage rate is 1.9578 mills.

The Library has budgeted for in increase in 2007-2008 with the largest increase in revenues going
to taxes. The largest increases to expenditures are budgeted to be for professional and
contractual servies and capital outlay including acquisitions.

The Library remains concerned about possible reductions in state aid, penal fines and the overall
economic conditions in Michigan.



HART AREA PUBLIC LIBRARY

Governmental Funds Balance Sheet/Statement of Net Assets

March 31, 2007
Generd Statement of
Fund Adjustments* Activities
Assets
Cash $ 505,157 - $ 505,157
Due From Other Governmenta Units 22,101 - 22,101
Pledges Receivable, Net of
Allowance for Doubtful Accounts - 46,476 46,476
Capital Assets, Net of
Accumulated Depreciation - 1,464,021 1,464,021
Total Assets $ 527,258 1,510,497 2,037,755
Liabilities and Fund Equity
Liabilities
Accounts Payable $ 5706 - $ 5,706
Long-Term Liahilities:
Capital Lease, Due Within One Y ear - 35,000 35,000
Capita Lease, Due After One Year - 780,000 780,000
Totd Liabilities 5,706 815,000 820,706
Fund Baance/Net Assets
Fund Baances
Unreserved, Undesignated 423,183 (423,183) -
Unreserved, Designated 27,370 (27,370) -
Reserved 70,999 (70,999) -
Tota Fund Baances 521,552 (521,552) -
Tota Liabilities and Fund Balances $ 527,258
Net Assts:.
Invested in Capital Assets, Net
of Related Debt 649,021 649,021
Unrestricted 497,029 497,029
Restricted 70,999 70,999
Total Net Assets $ 1,217,049 $ 1,217,049

*Notes to the Financia Statements provide the details for main components of the adjustments.

The Notes to the Financial Statements are an integra part of this statement.



HART AREA PUBLIC LIBRARY

Statement of Governmental Revenue, Expenditures, and
Changes in Fund Baance/Statement of Activities

March 31, 2007
Generd Statement of
Fund Adjustments* Activities
Revenue
Local Sources
Taxes $ 226,107 $ - $ 226,107
Contract Fees 20,354 - 20,354
Pena Fines 70,142 - 70,142
Interest 11,245 - 11,245
Fines 4918 - 4918
Donaions- Memorias 3,470 3,070 6,540
Building Fund 6,794 (3,300) 3,494
Refunds/Reimbursements 11,747 - 11,747
Books Sold 2574 - 2,574
Copy Fees 3,728 - 3,728
Gain (Loss) on Sale of Assets - (9,066) (9,066)
Other 2,400 - 2,400
Tota Locd Sources 363,479 (9,296) 354,183
State Sources
State Aid 4,892 - 4,892
State Grants 5,300 - 5,300
Shared Revenue 1,197 - 1,197
Total State Sources 11,389 - 11,389
Total Revenues 374,868 (9,296) 365,572
Expenditures
Sdaries and Wages 96,284 - 96,284
Payroll Taxes 7,366 - 7,366
Retirement 2,477 - 2,477
Acquisitions - Books, Periodicds, A V & Specia 38,957 (38,957) -
Bad Debts Expense - 2,500 2,500
Utilities 21,530 - 21,530
Repairs and Maintenance 17,046 - 17,046
Insurance 6,745 - 6,745
Supplies 13,306 - 13,306
Education 860 - 860
Tax Tribuna Refunds 456 - 456
Professional and Contracted Services 27,191 (2,000) 25,191
Printing and Publishing 681 - 681
Capital Lease - Principa 35,000 (35,000) -
Capital Lease - Interest 37,024 - 37,024
Building and Additions 3,350 (3,350) -
Equipment 7,485 (7,076) 409
Depreciation - 91,481 91,481
Miscellaneous 55 - 55
Total Expenditures 315,813 7,598 323,411
Excess Revenue Over (Under) Expenditures 59,055 (16,894) 42,161
Fund Balance/Net Assets April 1 462,497 712,391 1,174,888
Fund Balance/Net Assets March 31 $ 521,552 $ 695,497 $ 1,217,049

*Notes to the financia statements provide the details for main components of the adjustments.

The Notes to the Financia Statements are an integrd part of this statement.
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HART AREA PUBLIC LIBRARY

Notes to the Financia Statements
March 31, 2007

NOTE A NATURE OF ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES
The accounting policies of Hart Area Public Library conform to accounting
principles generally accepted in the United States of America as applicable to
governmental units. The following is a summary of the significant accounting
policies.

1

REPORTING ENTITY
Hart Area Public Library was organized in 1967 to provide services for the City of
Hart, Hart Township, Eldbridge Township, Golden Township and Weare Township.
In 1977, the Library was re-established as a Didtrict Library when the City of Hart
and Hart Township filed resolutions under Public Act 164. The Library's Board
congists of eight board members appointed by the City of Hart and Hart Township.
The Hart Area Public Library is a separate reporting entity.

The financid statements include al activities of the Library. There are no
governmental department, agencies, ingtitutions, commissions, public
authorities or organizations within the Library, which is appointed officials
may exercise oversight responsbility, that have been excluded. Oversight
responsibility is considered to be derived from the Library's power and
includes, but is not limited to, financia interdependency, selection of
governing authority, designation of management, ability to significantly
influence operations and accountability for fisca matters.

Also using the same criteria above, the Library's financid statements include
the accounts for al Library operations.

BASIS OF PRESENTATION

The Library's basic financia statements include both government-wide
(reporting the Library as a whole) and fund financia statements (reporting
the Library's mgor funds).

Government-Wide Financial Statements

The government-wide financid statements (i.e., the statement of net assets
and the statement of activities) are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenue is
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized
as revenue in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as al digibility requirements imposed by the
provider have been met. The statement of net assets includes and
recognizes all long-term assets and receivables as well as long-term debt
and obligations.



Notes to the Financid Statement (Continued)

The Library's net assets are reported in three parts - invested in capital
assets, net of related debt; restricted net assets; and unrestricted net assets.

The effect of interfund activity has been eliminated from the government-
wide financia statements. Also, there are no fiduciary funds included in the
government-wide Statements.

Fund Financia Statements

Governmental fund financia statements are reported using the current
financia resources measurement focus and the modified accrua basis of
accounting. Revenue is recognized as soon as it is both measurable and
avalable. Revenue is considered to be available if it is collected within the
current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the Library considers revenue to be available if
they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under
accrua accounting. However, debt service expenditures, as well as
expenditures related to compensated absences and claims and judgments,
are recorded only when the payment is due.

Property taxes, state shared revenue, pend fines and interest are consid-
ered to be susceptible to accrua and so have been recognized as revenue
of the current fisca period. Grants and similar awards are recognized as
revenue as soon as al digibility requirements imposed by the grantor or
provider have been met. Deferred revenues arise requirements imposed by
the grantor or provider.

The Library reports on the following major governmental funds:

General Fund - This fund is used to account for al financial transactions not
accounted for in another fund, including the genera operating expenditures
of the loca unit. Revenues are derived primarily from intergovernmental
revenues.

3. CAPITAL ASSETS
Capita Assets are defined by the Library as assets with an initia cost of
more than $1,000. Such assets are recorded at historical cost or estimated
historical cost. Donated assets are reported at estimated fair market value
at the date of donation. Additions, improvements, and other capita outlays
that significantly extend the useful life on an asset are capitalized. Other
costs incurred for repairs and maintenance are expensed as incurred.
Depreciation on al assets is provided on the straight-line basis not below
15% of the origina vaue over the following estimated useful lives:




Notes to the Financid Statement (Continued)

Building and Improvements 30 Years
Furniture and Office Equipment 10 Years
Computers and Periphera Equipment 5Years
Library Books and Materials 5Years

4. PROPERTY TAXES
Property taxes are levied on December 1st based on the taxable vauation of
the property as of the preceding December 31st. Taxes are considered
ddinquent on March 1st of the following year. The Townships and City hill
and collect the property taxes.

5. CASH AND CASH EQUIVALENTS
The Library's cash and cash equivaents are considered to be cash on hand,

demand deposits and short term investments, if any, with original maturities
of three months or less from date of acquisition.

6. USE OF ESTIMATES
The preparation of financial statements in conformity with U.S. generaly
accepted accounting principles requires management to make estimates
and assumptions that affect certain reported amounts and disclosures.
Accordingly, actua results could differ from those estimates.

7. COMPENSATED ABSENCES ( VACATION AND SICK LEAVE)
It is the Library's policy to permit employees to accumulate earned but unused

sick and vacation pay benefits. There is no liability for unpaid accumulated
sick leave or vacation pay since the Library does not have a policy to pay
any amounts when employees separate from service with the Library.

8. LONG-TERM OBLIGATIONS
In the government-wide financia statements, long-term debt and other long-
term obligations are reported as liabilities in the applicable debt and other
long-term obligations are reported as liabilities in the applicable governmenta
activities statement of net assets. Bond premiums and discounts, as well as
issuance cogts, are deferred and amortized over the life of the bonds using
the effective interest method. Bonds payable are reported as deferred
charges and amortized over the term of the related debt. In the fund financia
satements, governmenta fund types recognized bond premiums and
discounts, as well as bond issuance costs, during the current period. The
face amount of debt issued is reported as other financing sources.
Premiums received on debt issuances are reported as other financing
sources, while discounts are reported as other financing uses. |ssuance
costs are reported as debt service expenditures.
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Notes to the Financid Statement (Continued)

9.

FUND EQUITY

In the fund financia statements, governmental funds report reservations of
fund balance for amounts that are not available for appropriation or are
legdly restricted by outside parties for use for a specific purpose.
Designation of fund balance represents tentative management plans

that are subjective to change.

NOTE B DEPOSITS
Lega or Contractua Provisions for Deposits and Investments. The Michigan
Political Subdivisions Act No. 20, Public Acts of 1943, as amended through
December 31, 1997, states the Library by resolution, may authorize the Treasurer to
invest surplus funds in one or more of the following:

1

2.

10.

Bonds, securities and other obligations of the United States or an agency or

instrumentality of the Untied States.

Certificates of deposit, savings accounts, deposit accounts, or depository

receipts of a financial institution, but only if the financia ingtitution complies

with subsection(2).

Commercia paper rated at the time of purchase within the two highest

classfications established by not less than two standard rating services and

that matures not more than 270 days after the date of purchase.

Repurchase agreements consisting of instruments listed in subdivision (a).

Bankers acceptances of United States Banks.

Obligations of this state or any of its politica subdivisions that at the time of

purchase are rated as investment grade by not less than one standard rating

service.

Mutual funds registered under the Investment Company Act of 1940, Title |

of Chapter 686, 54 Stat. 789, 15 U.S.C. 8la1 to 801-3 and 80a-4 to 80a-64, with

the authority to purchase only investment vehicles that are lega for direct

investment by a public corporation. However, a mutua fund is not disqual-

ified as a permissible investment solely by reason of ether of the following:
a The purchase of securities on a when-issued or delayed delivery basis.
b. The ability to lend portfolio securities as long as the mutua fund re-

ceives collateral all times equd to at least 100% of the securities |oaned.
c. The limited ability to borrow and pledge a like portion of the portfolio’s
or assets for temporary or emergency purposes.

Obligations described in subdivisions (a) through (g) if purchased through an

interloca agreement under the Urban Cooperations Act of 1967, 1967 (Ex

Sess) PA 7, MCL 124.501 to 124.512.

Investment pools organized under the surplus funds Investment Pool Act,

1982 PA 367, 129.111 to 129.118.

The investment pools organized under the local government Investment

Pool Act, 1985 PA 121, MCL 129.141 to 129.150.

11



Notes to the Financid Statement (Continued)

NOTE C

NOTE D

The Library funds are held at Huntington Bank, Fifth Third Bank, West Shore Bank,
and Shelby State Bank and are carried at cost and consisted of the following:

Genera Fund Carrying Vaue Market Vaue
Cash on Hand
Checking-Huntington $ 50 $ -
Money Market - Huntington 6,420 18,606
CD - Huntington 124,336 120,672
Building Money Market - Huntington 5,079 5,079
CD's - West Shore Bank 65,411 65,411
CD's - Shelby State Bank 62,256 62,256
Money Market - Fifth Third 43,259 43,259
Checking - Fifth Thrid 197,300 197,300
Tota Deposits 1,046 1,046

$ 505,157 $ 513,629

FDIC Insured $ 118,060 $ 130,246
Uninsured 50 -
Money Market Funds 387,047 383,383
Tota Deposits $ 505,157 $ 513,629

The Library believes that due to the dollar amounts of cash deposits and the limits of FDIC
insurance, it is impractical to insure al bank deposits. As a result, the Library evaluates each
financid ingtitution with which it deposits library funds and assesses the level of risk of each
ingtitution; only those ingtitutions with an acceptable estimated risk level are used as

Investments are normally categorized to give an indication of the level of risk assumed by

the Library; however, money market funds are not categorized because they are not evidenced
by securities that exist in physica or book entry form. Management believes the investments in
the funds comply with the investment authority noted above.

DUE FROM OTHER GOVERNMENTAL UNITSDEFERRED REVENUE
Recelvables at March 31, 2007 consisted of the following:

City of Hart 9,836
Hart Township 12,265
Total Due from Other Governmental Units $ 22101

RISK MANAGEMENT

The Library is exposed to various risks of loss related to property loss, torts, errors and
omissions, employee injuries, as well as medical benefits provided to employees. The Library
maintains commercia insurance coverage for each of those risks of loss. Management
believes such coverage is sufficient to preclude any significant uninsured losses to the Library.
Settled claims have not exceeded this commercia coverage in any of the past three fiscal years.

12



Notes to the Financid Statement (Continued)

NOTE E

NOTE F

NOTE G

NOTEH

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

The Generad Fund is under formal budgetary control. The budget shown in the financia
statements for this fund was prepared on a basis not significantly different from the modified
accrua basis used to reflect actua results and consists only of those amounts contained in  the
forma budget approved and amended by the Board.

P.A. 621 of 1978, Section 18(1), as amended, provides that a loca unit shall not incur
expenditures in excess of the amount appropriated. During the year ended March 31, 2007, the
Library did not incur material over-expenditures.

In the body of the financia statements, the Library’s actua expenditures and budgeted
expenditures for the budgetary fund has been shown on a functional basis. The approved
budget for this budgetary fund was adopted at the line item level.

ENDOWMENT FUND

The Community Foundation for Muskegon County holds an endowment fund which has been
earmarked for Hart Area Public Library. The fund was created by a $10,000 donation from a
donor to the endowment during 2003 with subsequant donations and investment earnings.
The value of this fund a March 31, 2007 was $18,842.

SIMPLE IRA PENSION PLAN

Description of plan—Beginning January 1, 2005, the Library began offering a Smple IRA plan
through American Funds to eligible employees. To become digible, the employee must have
a least six months of employment and a minimum salary of $5,000.

Funding Policy and Annual Cost - The obligation to contribute to and maintain the system for
these employees was established by the Library's personnd policy, which does not require
employees to contribute to the plan. The Library will contribute a match of up to 3%.
Contributions totaling $2,477 were made during the year ended March 31, 2007.

FUND EQUITY
Reserved Fund Balances — Reserves of fund equity represent portions of fund equity not

appropriated for expenditure or legally segregated for specific future use.

Designated Fund Balances — Designations of equity are used to show the amounts within
unreserved equity which are intended to be used for specific purposes but are not legally
restricted.

When both restricted and unrestricted resources are available for usg, it is the Library's policy
to use restricted resources first, then unrestricted resources as they are needed.

13



Notes to the Financid Statement (Continued)

NOTE |

NOTE J

The changes in the reserved and designated fund balances are as follows:

Bdance Bdance
4/1/2006 Revenues Expenses 3/31/2007
Reserved Fund Balances
Memorias — Robinson $ 5488 $ 100 $ - $ 5,588
Building Fund 57,159 9,236 984 65,411
Designated Fund Balances
Capitad Improvements 6,881 181 - 7,062
Stabilization 19,790 518 - 20,308
Tota Reserved and Designated
Fund Baances $ 89318 $ 10035 $ 934 $ 98,369

CAPITAL ASSETS
A summary of capita asset activity for the fiscal year ended March 31, 2007 follows:

Baance Retire/ Baance
4/1/2006 Additions Reclass 3/31/2007
Capital Assts
Land & Improvements $ 12120 $ - $ - $ 12,120
Buildings & Improvements 1,286,984 - - 1,286,984
Equipment 124,124 9,076 6,435 126,765
Furniture 121,140 3,350 - 124,490
Library Books & Materias 421,040 42,027 51,000 412,067
Totas at Historica Cost 1,965,408 54,453 57,435 1,962,426
Less Accumulated Depreciation for:
Land & Improvements 535 343 - 878
Buildings & Improvements 69,386 36,465 - 105,851
Equipment 78,840 12,598 4,943 86,495
Furniture 22,273 10,297 - 32,570
Library Books & Materias 284,260 31,778 43,426 272,612
Tota Accum. Deprec. 455,294 91,481 48,369 498,406
Capital Assets, Net $ 1510114 $ (37,028 $ 9066 $ 1,464,020

Depreciation expense charged to the General Fund for the year was $91,481.

CHANGES IN LONG-TERM DEBT

Building Congtruction

The City of Hart Building Authority (“Lessee’) will construct and equip for approximeately
$950,000 a building to be located on property owned by the Lessor. The City of Hart and
Lessee have entered into a Full Faith and Credit genera Obligation Lease Contract whereby the
City will lease the facility from the Building Authority.

14



Notes to the Financid Statement (Continued)

On January 29, 2003, the City of Hart and the Hart Area Public Library entered into an
agreement whereby the Hart Area Public Library agreed to sublease the facilities as described
above to be used for the legitimate public purpose of providing library services to the
jurisdictional boundaries of the City. The Library promises to pay semi-annud lease payments
to the City in an amount at al times to provide a sum sufficient to allow the City to make the
semi-annual cash rental payments to the Building Authority. The Library pledges its limited
tax, full faith and credit, genera obligation to the payment of the rentals pursuant to the
sublease, subject to the statutory and congtitutiona limits on the taxing power of the Hart Area
Public Library. At the end of the lease term, the building and land will revert to the District.

Outstanding Debt
A summary of the Library’s long-term debt outstanding at March 31, 2005 follows:

Baance Borrowings  Bdance  Due Within
4/1/2006 (Payments)  3/31/2007 One Year
Capita Lease — due in annual
installments of $35,000 to
$70,000 through June 2022;
Interest payable semiannualy at

3.5% t0 5.0% $ 850000 $ (35000 $ 815000 $ 35000
Total Long-Term Debt S 850000 $_(350000 3815000 $__35000

Debt Reguirements
The annua requirements to amortize the debt outstanding at March 31, 2007 including both
principal and interest are as follows:

Capitd Lease- 2004 Library Building

March 31 Principa Interest Total
2008 $ 3500 $ 35790 $ 70,790
2009 40,000 34,478 74,478
2010 40,000 33,078 73,078
2011 40,000 31,628 71,628
2012 40,000 30,078 70,078

2013 - 2017 245,000 121,071 366,071
2018 - 2022 305,000 56,658 361,658
2023 70,000 1,750 71,750
Tota 815,000 344531 1,159,531
Total Payments $ 1,159,531
Less: Interest 344,531

Principal Balance of Capitd Leases  $ 815,000
Interest Expense of the Library for the year ended amounted to $37,024.
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Notes to the Financid Statement (Continued)

NOTE K PLEDGES RECEIVABLE

NOTE L

Pledges receivable represent amounts pledged on a specific date to be received by the Library
over a period of more than one year. These funds are reported as revenues in the period
received under the modified accrual method of accounting. In the government-wide financial
statements, the revenue would be reported in the first year of the pledge and the receivable
reduced for the amounts received each year (using the full-accrual method of accounting.)

Generd Public

Pledges receivable represent unconditional promises to give by donors. Current pledges
receivable are expected to be collected during the next performance year. The baance of
pledges receivable as of March 31, 2007, is $48,976.

Governmental Units

In 2004, Hart Area Public Library entered into an agreement with local townships using the
Library facilities to help with the cost of the new building. Two townships agreed to pay a set
amount per year for 20 years.

Generd Governmental _Units
Public Crystd Weare Totd
Baance of Promise to Give,

April 1, 2006 $ 2076 $ 12800 $ 10400 $ 52,276
Amount Received in 2007 (2,650) - (650) (3,300)
Balance 2007 26,426 12,800 9,750 48,976
Less Allowance for Doubitful (2,500) - - (2,500)
Net Baance 2007 $ 23926 $ 12800 $ 9750 $ 46,476

RECONCILIATION OF FUND FINANCIAL STATEMENTS TO GOVERNMENT-

WIDE FINANCIAL STATEMENTS

Tota fund balance and the net change in fund baance of the Library’s governmenta fund
differs from net assets and statement of the governmenta activities reported in the statement of
net assets and statement of activities. This difference primarily results from the long-term
economic focus of the statement of net assets and statement of activities versus the current
financid resources focus of the governmental fund balance sheet and statement of revenue,
expenditures, and change in fund balance. The following are reconciliation of fund balance to
net assets and the net change in fund balance to the net change in net assets:

Tota Fund Bdance- Modified Accrua Basis $ 521,552
Amounts reported in the statement of net assets are different because:
Pledges receivable are reported as income in the year of the pledge

for full accrua reporting, net of alowance for doubtful accounts 46,476
Capital Assets are not financia resources, and are not reported

in the funds, net of accumulated depreciation 1,464,021
Long-term liabilities are not due and payable in the current period

and are not reported in the funds (815,000
Net Assets of General Fund- Full Accrua Basis $ 1,217,049
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Notes to the Financid Statement (Continued)

Net change in Fund Balances — Modified Accrua Basis $

Amounts reported in the statement of activities are different because:

Pledges received in the current year were previoudy reported as
income for full accrua reporting.

Bad debt in the current year for income reported in prior year.

Capita outlays are reported as expenditures in the statement of revenue,
expenditures, and changes in fund balance; in the statement of activities,
these costs are allocated over their useful lives as depreciation:

Library books and materials
Capital Outlay
Depreciation
Loss of disposa of capital assets
Repayments of bond principa are reported as an expenditure in the fund
Statements, but not in the statement of activities (where it reduces
long-term debt)
Change in Net Assets of General Fund — Full Accrua Basis $

17

59,055

(3,300)
(2,500)

42,027
12,426
(91,481)
(9,066)

35,000

42,161



HART AREA PUBLIC LIBRARY
Required Supplementary Information
Budgetary Comparison Schedule — General Fund
For the Y ear Ended March 31, 2007

Originaly Fina
Adopted Amended Favorable
Budget Budget Actua (Unfavorable)
Revenues
Local Sources
Taxes $204,000 $221,008 $226,107 $ 5,099
Contract Fees 18,388 18,388 20,34 1,966
Pend Fines 56,500 56,500 70,142 13,642
Interest 3,500 3,500 11,245 7,745
Fines 5,000 5,000 4,918 (82
Donations- Memorias 2,000 2,125 3,470 1,345
Building Fund 3,000 3,000 6,794 3,794
Refunds/Rei mbursements 1,500 1,500 11,747 10,247
Books Sold - - 2,574 2,574
Copy Fees 2,500 2,500 3,728 1,228
Other - - 2,400 2,400
Tota Loca Sources 296,388 313,521 363,479 49,958
State Sources
State Aid 6,000 6,000 4,892 (1,208)
State Grants - 5,300 5,300 -
Shared Revenue 1,245 1,245 1,197 (48
Total State Sources 7,245 12,545 11,389 (1,156)
Tota Revenues 303,633 326,066 374,868 48,802
Expenditures
Sdaries & Wages 96,500 96,500 96,284 216
Payroll Taxes 8,000 8,000 7,366 634
Retirement 3,000 3,000 2477 523
Acquisitions — Books 23,000 23,705 23,705 -
Acquisitions — Periodicals 4,500 3973 3,968 5
Acquisitions — Audio-Visua 7,000 8,092 7,803 289
Acquisitions — Specid 1,000 7,211 3,481 3,730
Utilities & Telephone 31,740 23,923 21,530 2,393
Repairs & Maintenance 7,000 18,131 17,046 1,085
Insurance 8,500 8,500 6,745 1,755
Supplies — Collection Main 2,500 3,056 3,056 -
Supplies — Computer 1,000 1,140 1,140 -
Supplies — Office 3,500 3254 3,139 115
Supplies — Postage 2,500 2,050 2,050 -
Supplies — Promotional 1,200 2,355 2,355 -
Supplies - Maintenance - 1,566 1,566 -
Education 1,200 1,200 860 340
Tax Tribunal Refunds 500 500 456 14
Professona & Contracted Serv. 25,170 31,670 27,191 4,479
Printing & Publishing 600 681 681 -
Capitd Lease-Principa 35,000 35,000 35,000 -
Capital Lease-Interest 37,015 37,024 37,024 -
Miscellaneous 150 150 55 95
Buildings & Additions - 3,350 3,350 -
Equi pment 2,000 7,507 7,485 22
Total Expenditures 302,575 331,538 315,813 15,725
Excess Revenues Over (Under) Expenditures 1,058 (5472 59,055 64,527
Fund Baance — April 1 462,497 462,497 462,497

Fund Balance — March 31

$ 463555 $ 457,025 $ 521,552 $ 64,527
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August 24, 2007

Library Board
Hart Area Public Library
Oceana County, Michigan

Dear Board Members:

We would like to thank you for the opportunity to provide our auditing services. It was
again a pleasure working with the Director of Hart Area Public Library during the audit
engagement.

A recent change in auditing standards (SAS 112 — Communicating Internal Control
Related Matters Identified in an Audit) now requires that we provide a new letter, which
we have included, that focuses on the internal controls over financia reporting.

In addition to the letter referenced above, we aso reviewed the Library’s accounting
procedures as of and for the year ended March 31, 2007, and offer the following
comments and recommendations:

Books and Records
We again commend the director and treasurer for the excdlent condition which the
library accounting records were presented in this year.

Pledges
Pledges Receivable is one of the amounts reported on the Statement of Net Assets which

is not reported on the Balance Sheset as of March 31, 2007. This amount is
approximately the amount the Library expects to collect in future years from donors
based on the pledges made during the capital campaign. As the Library becomes aware
of donors who will not likely meet the pledge, this amount will be adjusted for an
alowance for doubtful accounts and bad debts will be reported in the Statement of
Activities. This will remove the income which was originaly reported in the year the
pledges were received, until the Library either collects or writes off al pledges.

Approval of Invoices

We naticed in the minutes to the board meetings that the approval for invoices is not
being documented. We discussed this with the Library director and found that the board
is gpproving the invoices, however, it is not being documented in the minutes as
required. We recommend in the future, that the approval of these invoices be documented
in the minutes either in writing or by including a copy of the list of checks/invoices with
the appropri ate signatures.
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Hart Area Public Library
Page 2

We appreciate the courtesy extended to us during the course of the audit including the prompt attention to
our inquiries. If you have any questions regarding the above matters, please let me know. We look
forward to continuing to serve the Hart Area Public Library.

Respectfully submitted,

ot DefSuier, 24

Jodi DeKuiper, CPA
Hendon & Slate, P.C.
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August 24, 2007

Board of Directors
Hart Area Public Library
Oceana County, Ml

Dear Board Members:

In planning and performing our audit of the financia statements of Hart Area
Public Library as of and for the year ended March 31, 2007, in accordance with
auditing standards generaly accepted in the United States of America, we
consdered Hart Area Public Library’s interna control over financia reporting
(internal control) as a basis for designing our auditing procedures for the purpose
of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Library’s interna control.
Accordingly, we do not express an opinion on the effectiveness of the Library’s
interna control.

Our consderation of interna control was for the limited purpose described in the
preceding paragraph and would not necessarily identify &l deficiencies in internal
control that might be significant deficiencies or materia weaknesses. However,
as discussed below, we identified certain deficiencies in internal control that we
consder to be significant deficiencies and other deficiencies to be materid
wesknesses.

A control deficiency exists when the design or operation of a control does not
allow management or employees, in the norma course of performing their
assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or a combination of control
deficiencies, that adversely affects the organizatio n’s ability to initiate, authorize,
record, process, or report financia data reliably in accordance with the generaly
accepted accounting principles such that there is more than a remote likelihood
that a misstatement of the organization's financial statements that is more than
inconsequentia will not be prevented or detected by the organization’s internal
control. We consider the following deficiencies to be significant deficiencies in
internal control.

Anti-Fraud Program
The Library has not adopted an Anti-Fraud Program (such as the attached

standards of ethics and conduct) as required by SAS 99.
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August 24, 2007
Page 2

Control Over Financial Statement Preparation
Hart Area Public Library’s internal controls would not prevent or detect a materia
misstatement in the financial statements.

Controls over the Selection and Application of Accounting Principles that are in Conformity with
Generaly Accepted Accounting Principles

The Library currently does not have personnd available with sufficient expertise to select

and apply the accounting principles necessary to prepare the financia statements and

note disclosures contained in the audit report.

A materiad weakness is a significant deficiency, or a combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s interna control. We believe that the following
deficiencies constitute material weaknesses:

Inadequate Segregation of Duties over Cash Receipts

The Library Director is responsible for most aspects of cash receipts. The current method includes
opening the mail, recording the receipts, preparing and making the bank deposits, and reconciling
the bank accounts. The process of having the Treasurer review bank reconciliations is not sufficient
to compensate for overall lack of segregation of duties.

This communication is intended solely for the information and use of management, and the
board of director’s of Hart Area Public Library and others within the department , and is not
intended to be and should not be used by anyone other than these specified parties.

Thank you for the courtesy extended to us during the audit. We look forward to a continued
relationship with Hart Area Public Library. If you have any questions regarding the audit report,
this letter or any other communications, please do not hesitate to call.

Respectfully submitted,

fond + Jits

Hendon & Sate, P.C.
Fremont, M|
August 24, 2007
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